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Daniel J.B. Mitchell (See cover page for details.) 


Sample Midterm Question: 

Ricardian Model 

The following question once appeared on a midterm exam. Can you answer 
it correctly? Try to work out the problem as an exercise. If you have any 
problems working out the answers, consult Appendix 35. 


Below you are supplied various assumptions and definitions for 
answering questions la-lk. Using that information, answer questions la 
through lk in the spaces provided. 

There are two countries - Davidia and Ricardia - which can each produce 
two goods, wheat and cloth, measured in bushels and yards, respectively. The 
tables below show the production levels of the two countries in period 1 and 
period 2, both periods of autarky. 


Production in Production in 

Davidia in Davidia in 

Period 1 Period 2 


Wheat (bu.) 

2,000,000 

0 

Cloth (yds.) 

0 

4,000,000 


Production in Production in 

Ricardia in Ricardia in 

Period 1 Period 2 


Wheat (bu.) 

0 

6,000,000 

Cloth (yds.) 

2,000,000 

0 


The currency unit in Davidia is the "davy" (D) . 

The currency unit in Ricardia is the "rick" (R) . 

Both countries produce using one factor of production: labor. The labor 
markets in each country are perfectly competitive. 

There are constant returns to scale unless otherwise noted in the 
questions. 

The inhabitants of Davidia were all wheat lovers in period 1 but became 
cloth lovers in period 2 . The inhabitants of Ricardia were cloth lovers in 
period 1 but became wheat lovers in period 2 . 


It is not possible to carryover inventories from one period to another. 
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The labor supply in Davidia is always the same in each period, i.e., there is 
the same amount of labor available in period 1, period 2, and in any other 
periods discussed ;i|i; the questions below;.- She labor supply in Ricardia is 
always the same in each period, i.e., there is the same amount of labor 
available in period 1, period 2, and in any other periods discussed in the 
questions below. 

Technology in Davidia does not change from period to period, uttl ess you are 
explicitly told to assume a change in a question below. Technology in-. 
Ricardia does not change from period to period, unless you are explicitly 
told to assume a change in a question below. 

Definitions : 

Wheat lover = someone who gets enjoyment only from wheat and 
gets no enjoyment from cloth. 

Cloth lover = someone who gets enjoyment only from cloth and 
gets no enjoyment from wheat. 

P c = price of cloth 
P w = price of wheat 

Questions : 

la. Suppose in a period other than periods 1 or period 2, Davidia produced 
both wheat and cloth. What would be the ratio P c /Pw in Davidia? 

Ratio = 


lb. Suppose in a period other than periods 1 or period 2, Ricardia produced 
both wheat and cloth. What would be the ratio P c /Pw i:h Ricardia? 

Ratio = 


lc. Suppose ijft a period other than periods 1 or 2», Davidia produced bot%-’ . 
wheat and cloth. What would have been the ratio of unit labor costs in the 
wheat industry to unit labor costs in the cloth industry in Davidia? 


Wheat to cloth unit labor cost ratio 



18.3 


Id. If free trade had been allowed in period 1, what product would Davidia 
export? 

Product = 


le. If free trade had been allowed in period 1, in what product would 
Ricardia have had a comparative advantage? 

Product = 


If. Given your answer to Id, what volume would Davidia have exported in 
period 1? Note: Volume is measured in physical units. 

Volume = 


lg. Given your answer to Id, what would have been, the world terms of trade 
ratio Pc/Pw in period 1? 

Ratio = 


J.h... Suppose the labor supplies in Davidia and Ricardia were; S million hours 
and 6 million hours, respectively. Suppose that the hourly wage in Davidia = 
D1 and the hourly wage in Ricardia = R2,.^ If free trade had been allowed ip 
period 1, what would have been the exchange rate between the davy and the 
rick? 

di =r ^ . ; . . .. 

li. Suppose that there had been another period jtsr like period 1 in which 
free trade had been allowed, but in. which the nominal Ricardian wage had 
risen until it was 50% higher than assumed in lh. What would have been the 
exchange rate between the davy and the rick? 

di =j :s' . 

i|:. Suppose free trade had been allowed in period 2 . What value of exports 
(measured in ricks} would Ricardia have desired to sell? 

Value of Ricardian exports = R 



Ik. Suppose there had been increasing returns to scale in both industries 
and countries. Given the production information you have on the volumes of 
output iti period 1 and period 2> recompute your answer to 1 j below. 

Value of Ricardian exports = R 



